The International Conference. 





HE outstanding event of world im- 

portance during the past month was 

the proposal of Secretary Hughes 

in behalf of the United States to 

the international conference upon 
the limitation of armaments. It was so direct, 
startling and conclusive in its provisions as to 
settle at the outset all doubts as to the pur- 
poses of this country, and commanded ex- 
pressions of approval from all quarters. It 
dispelled the atmosphere of skepticism which 
commonly surrounds diplomatic conferences, 
and forthwith established confidence, that re- 
sults of great importance would ensue. 

The response that has been given by the 
delegates and by all organs of public opinion, 
not only in the countries represented but else- 
where, has afforded convincing evidence that 
public opinion the world over is ready for de- 
cisive action upon the subject of war and 
preparations for war. The people of all coun- 
tries know that it is madness in the present 
state of industry and finance, and with the ex- 
isting burdens of taxation, for the govern- 
ments to go on expending vast sums upon 
armaments which in the end only balance each 
other, and increase rather than reduce the 
probability of another war. 

It may be hoped, moreover, that the finan- 
cial relief directly achieved may not be the 
only beneficial result of this effort to work 
together for common gains. The idea that the 
nations have a real community of interests, 
and that they not only have nothing to gain 
by making war on their neighbors, but that 
industrial depression or prosperity in one 
country inevitably reacts upon other countries, 
contains wonderful possibilities for the gen- 
eral good. The world has never before had 
such a convincing demonstration of this truth 
as it is witnessing at the present time. When 
that truth is fully assimilated, and the people 
of every country understand that an intelligent 
policy for the promotion of their own interests 
requires that like consideration shall be given 
to the interests of other countries, there will 
be no need of international agreements to pre- 
vent war. 


Those desiring this Letter sent them regularly will receive it with et CeiV¥EpH 
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Senator Schanzer, representing th: govern- 
ment of Italy at the Conference, stated the 
situation very effectively in his response to 
the proposal by Secretary Hughes. He said: 

“Modern civilization is an economic civilization and 
the modern world in spite of the distances and nat- 
ural barriers, cannot be conceived except as a single 
great economic system. This economic system has 
been shattered by the war. It is necessary now to re- 
vise it and gct it into motion again. We think that 
your pruposal is the first effective step toward giving 
the world a release of such nature as to enable it to 
start the work of its economic reconstruction.” 


And when such knowledge of common in- 
terests prevails in international relations there 
is every reason to believe that it- will prevail 
in every day industrial relations as well. The 
principle is the same throughout all social 
relations. The latter are naturally and essen- 
tially cooperative, the interests that all groups 
and classes have in common being vastly 
more important upon all sides than the inter- 
ests which seem to be in conflict. 


General Business Conditions. 





Industry and trade in general continued 
during November to make and hold the gains 
made in October, although there is evidence 
that part of this gain was seasonal and is 
now falling off. The unusually warm weather 
in all parts of the country during the latter 
part of November affected retail trade to a 
considerable extent. Holiday buying, however, 
is beginning to assert itself and will serve in 
some measure to compensate for the falling 
off in seasonable goods at this time. 


The fundamental difficulty that has existed 
all through this year, that is, the disparity 
between the price of farm products and all raw 
materials and the price of manufactured 
goods, continues to hamper the return of in- 
dustrial activity. Half of the population con- 
tinues to have its puying power-so~seriously _ 
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The Railroad Labor Situation 

The settlement of the railroad strike was 
not obtained under conditions which give 
much promise of permanency. The railroads 
have all given notice of an application to the 
Railway Labor Board for further wage re- 
ductions, but the Board has stated that these 
requests will not be considered until after 
many questions affecting working conditions 
can be decided. It is not expected that these 
decisions will be ready before the middle of 
next summer and there is an insistent demand 
from producers, manufacturers, shippers and 
consumers all over the country for a more 
prompt adjustment of these matters. 

This situation illustrates the inadequacy of 
the machinery provided for the determination 
of rates, wages and working conditions on the 
nation’s carriers. The roads have announced 
a reduction in all rates on agricultural prod- 
ucts amounting to 10 per cent, to take effect 
at once. This is a hopeful step in the right 
direction, but the companies gave notice that 
the decreases will have to be suspended at the 
end of six months if wage reductions are not 
granted. It should be clear by this time that 
the railroad wage situation cannot be viewed 
or discussed solely from the standpoint of the 
roads and their workers. It profoundly affects 
the business and the prosperity of the country 
and cannot intelligently be viewed or consid- 
ered without the effect on all lines of industry 
and the cost of living receiving due attention. 


Influence of Supply and Demand 
Upon Wages. 








It is nothing new to have the law of supply 
and demand pronounced a back number. Pro- 
nouncements of that kind have been appearing 
with great frequency for a long time, but it 
has always turned out that the law was work- 
ing where the observers were not looking and 
in ways they did not understand. It may be 
suppressed for a time in one place, but it is 
like water on its way to the sea, it gets there 
eventually, no matter how much its course 
may be hindered. 

The Committee on wages of the American 
Federation of Labor recently made a report 
to the Executive Council which contains the 
following: 


“The law of supply and demand has long since 
ceased to function in wage fixing, except under ex- 
ceptional conditions, and the most acute suffering 
from arbitrary imposition of unscientific wage 
theories is found in industries where there is no 
organization of the workers, and where the voice of 
the employer constitutes final authority from which 
there is no appeal.” 


These views come quite naturally from 
men who are engaged constantly in conten- 
tions over money wages, and who are judged 
as successful or not according to the wage 
rates they are able to win. They are so close 
to wage rates that they see nothing else, but 


wage rates are not all of the wage question. 
The fact is that there never was a clearer 
demonstration of the impossibility of defeating 
the law of supply and demand than is afforded 
by the high wage rates and high state of un- 
employment existing im this country today. 


The committee takes no account of the 
necessity for balanced relations between the 
industries or of the purchasing power of 
money wages, and unfortunately that has been 
true of many labor leaders in the present sit- 
uation. The labor organizations have devel- 
oped great power, largely by the aid and sym- 
pathy of the public, but they are using it in 
this crisis for obstructive purposes—to pre- 
vent the natural readjustments between the 
industries that are necessary to afford full em- 
ployment for their own members. They are 
making the price of everything into which 
their labor enters so high that millions of con- 
sumers are unable to buy. It may appear that 
they are defeating the law of supply and de- 
mand by maintaining wage rates, but the law 
is having its way in the actual volume of wage 
payments. Wages are far from being main- 
tained for the wage-earning population as a 
whole. That body as a whole would be better 
off with lower wage rates and more employ- 
ment, and even those who now have employ- 
ment would be compensated by the lower liv- 
ing costs. With such staples as flour, sugar, cof- 
fee, rice, meats and butter much below the 
prices of last year, liberal wage reductions can 
be made without reducing the standard of liv- 
ing, and they would accomplish still further re- 
ductions in the cost of living. It is evident 
that the balance must be restored before gen- 
eral prosperity can be regained. 


Economic Law Governs 


The law of supply and demand aided the 
wage-earners to get the wage advances made 
since 1914. It is impartial in its operations 
and irresistible in its rulings. Employers are 
no better able to defeat it than wage-earners. 
Early in this depression it was said that the 
price of iron and steel was so completely con- 
trolled that the industry was immune from ex- 
treme fluctuations and yet prices of iron and 
steel products on an average have fallen next 
to the products of agriculture, and when out- 
of-pocket costs are considered scarcely less 
than these. 


The greatest gains to the wage-earning class 
have always come, in obedience to the law of 
supply and demand, when business was pros- 
perous, capital was earning good returns and 
the accumulations were being invested in the 
enlargement of industrial works, thus creat- 
ing new demands for labor. It is impossible 
for an industry to grow and attract labor to 
it without increasing wages. The automobile 
industry has been an example of one that has 
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grown rapidly, and in order to supply itself 
with labor has been obliged to pay above other 
industries. It never has been a unionized 
industry. 

Individual employers might like to reduce 
wages, but anything like a general conspiracy 
to reduce wages for the purpose of increasing 
profits would be defeated by the very fact that 
profits were increasing. The competition of 
employers to enlarge their operations and em- 
ploy their new capital would induce them to 
bid for labor. Not a dollar of the new capi- 
tal could be put to any use without employ- 
ing labor. Wage advances inevitably accom- 
pany capital accumulations, and on the other 
hand the greatest hardships to labor are ex- 


‘perienced when capital is suffering losses, or, ~ 


where, as in Russia the owners of capital are 
looted and industry is disorganized and pros- 
trate. All schemes for arbitrarily increasing 
wage-rates come to nothing when there is no 
demand for labor. 


The Money Market. 


The money market has made but little re- 
sponse this fall to the usual seasonal demands, 
as the general tendency to liquidation has 
been releasing funds in sufficient amounts to 
meet them. Member bank loans have in- 
creased slightly, but the aggregate discounts 
of the Federal Reserve banks are lower than 
in August. There was a moderate outflow of 
funds from New York in September, October, 
and the first half of November, but of late 
the flow has been this way. The western and 
southern Federal Reserve banks which have 
been borrowing of the Boston, New York and 
Cleveland banks, are now reducing this in- 
debtedness, and on the 16th it was down to 
$13,900,000. 

The progress of banking liquidation is much 
more apparent in the condition of the reserve 
banks than in that of the member banks, as 
the latter naturally use the first free funds 
they get to reduce their own borrowings. 
Thus, while the aggregate of earning assets 
for all the reserve banks declined from $3,- 
306,000,000 on November 19, 1920, to $1,482,- 
000,000 on November 16, 1921, the aggregate 
earning assets of the member banks have de- 
clined in the same time only about 14 per 
cent. 

The reduction in the holdings of the re- 
serve banks of course makes a very great im- 
provement in the reserve position of the bank- 
ing system. The reserve banks are again be- 
coming what they were intended to be, insti- 
tutions with resources in reserve, able to sup- 
port the entire banking situation in an emer- 
gency. Their reserve percentages are in 
marked contrast to what they were a year 





ago, being 68.3 per cent on November 16, 


against 39.1 per cent on November 19, 1920. 





The present figures look very high as com- 
pared with the former: requirements of the 
national banking system, but it must be re- 
membered that these reserves are calculated 
only upon the direct liabilities of the reserve 
banks while constituting practically the only 
reserves against the liabilities of all the banks 
in the country. 


Progress of Liquidation 


Liquidation has gone far with the eastern 
reserve banks, because they serve the indus- 
trial and trading communities, which have 
been running light and working down stocks 
of goods and materials. The western reserve 
banks have liquidated to a much less degree, 
on account of the great fall of farm products, 
and also because indebtedness in the west was 
heavier in proportion to current assets. A 
manufacturing concern usually has more work- 
ing capital in proportion to the volume of its 
business than a farmer. 

The active market for investment securities 
aids in the liquidation of the eastern banks, 
as houses with strong credit are able to put 
out issues of bonds or notes as a means of 
paying off bank loans. Instances of this kind 
are of daily occurrence, and are very helpful 
in clearing up the situation. All such devel- 
opments are a part of the process of getting 
back to free and liquid banking conditions. 

The activities of the War Finance Corpora- 
tion are giving a considerable degree of re- 
lief to banks in the agricultural sections, using 
funds made available by appropriation from 
the United States Treasury. Of course the 
funds must be replaced in the treasury by 
borrowing in the public market, which amounts 
to a funding process similar to that described 
above, except that it is accomplished by the 
aid of a governmental agency instead of by 
the direct market borrowing of the parties 
interested. 

As the member banks get themselves paid 
out of the reserve banks and have free funds 
for use, competition develops and the tend- 
ency is for interest rates to weaken. Six per 
cent is still the common rate to customers in 
this market, with a little better demand for 
commercial paper at 5 to 5% per cent. Ac- 
ceptances are 414 to 4% per cent. Call loans, 
4% to 5% per cent. Federal reserve dis- 
count rates range from 4% per cent on all 
classes of paper at the Boston, New York and 
Philadelphia banks to 5% per cent at the 
Richmond, Atlanta, Minneapolis and Dallas 
banks. 

Gold Importations 


Much comment is offered upon the impor- 
tations of gold and the accumulations in the 
reserve banks. Some of the comments carry 
the idea that the reserve banks are reaching 
out for them and systematically withholding — 
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them from use, but there is nothing in that. 
Gold comes to the country consigned to pri- 
vate parties, who deposit it in banks and the 
banks transfer it to the reserve banks to pay 
off their indebtedness there or to create bal- 
ances against which they may borrow or draw 
currency. The reserve banks do not take the 
initiative in lending money, but they have 
been reducing their interest rates, which is 
the opposite from a policy of discouraging 
borrowers. 

These growing gold reserves are unused 
simply because the public is still intent upon 
paying its old debts rather than upon making 
new ones. Confidence in the state of the 
world and in the prospects for business in 
this country has not yet revived to the point 
where it stimulates borrowing for new under- 
takings. The new gold reserves are simply 
dead assets. 


Moreover, it should be added that these ad- 
ditions to the gold stock not only are not 
needed to carry on the business of this coun- 
try, but would have a dangerous effect if 
made the basis of all the credit that might 
be based upon them. It must be borne in 
mind that this influx comes under extraordi- 
nary conditions and that a restoration of nor- 
mal conditions abroad would involve a return 
of considerable amounts. The excess above 
our normal share of the world’s supply would 
do this country more good if used in a help- 
ful manner for placing Europe on its feet 
than by any purpose it will serve here. 

No little speculation is indulged in 2s to 
the method by which this metallic stock may 
be used as the basis of credits to Europe. 
Probably the best way would be by lending 
the gold itself for the rehabilitation of their 
monetary systems, but that raises the ques- 
tion as to who will make the loans. Evi- 
dently the banks cannot invest deposits which 
they are under obligations to pay on demand 
in that manner. Such loans must be made by 
the depositors themselves, or, in other words, 
by the investing public. 


Foreign Currencies. 





The currencies of Europe are nearing a 
stage at which it will be impossible to use 
them as media of exchange. There is no 
well-defined line at the crossing of which a 
currency becomes worthless, but evidently, it 
cannot continue to depreciate without reach- 
ing in time the point where the public will re- 
fuse to give anything for it. It is amazing 
how long a people will makeshift with money 
that is on the verge of becoming worthless, 
simply from the force of custom and because 
they have no substitute. 

In Russia, the old unit, the rouble, formerly 
worth about 51 cents, now has. a value so 


small that the old denominations have long 
since passed entirely out of use. Even a thou- 
sand rouble note of the new issues will not 
buy anything. As the depreciation has pro- 
gressed the denominations have risen, 10,000, 
50,000 and 100,000 rouble notes becoming the 
common change in use. 

The Polish mark, nominally worth 23.8 
cents in money of the United States, is quoted 
at .03 of a cent; the Austrian crown, formerly 
20 cents, is only slightly higher; the crown of 
Jugo-Slavia, which corresponds to the Aus- 
trian unit, is worth a little more, about .36 of 
a cent; the crown of Hungary, of the same 
crown family, is worth about one-tenth of a 
cent, and the lei of Rumania, formerly 19.3 
cents is worth .76 of a cent. These currencies - 
are very near extinction, and live on only be- 
cause there is nothing to take their places, It 
is difficult to see how business can be carried 
on with them, and particularly how any agree- 
ments for future performance can be entered 
into in terms of them. Even very small fluc- 
tuations in the value of these infinitesimal 
units would have very great affect in the 
value of commodities. How can any credit be 
given in terms of money? All past indebted- 
ness is practically wiped out, and while that 
for the moment may benefit debtors as much 
as it injures creditors, how dare anyone take 
a creditor position for the future? 


Currency Situation in Germany 


Consider, for example, the situation in Ger- 
many, where six months ago the mark was 
worth 1% cents, and even three months ago 
was worth more than a cent, against a pres- 
ent value of about 35 hundredths of a cent. 

It is true that the mark has not declined 
as rapidly in purchasing power within Ger- 
many as in the foreign exchanges. The re- 
lationship between internal prices and, for- 
eign exchange is indirect, but it is close 
enough to cause a steady decline in the value 
of the currency for internal use, resulting in 
strikes and wage-advances constantly. The 
most effective influence for bringing the in- 
ternal value of the mark into line with its 
value in the exchanges is the cost of food. 
Germany is obliged to import grain, meats, 
cotton, wool and other necessaries entering 
into common consumption, and these imports 
must be paid for at the current rates of ex- 
change. Since trade in these commodities is 
now free, the portions imported fix the prices 
for the home-grown supplies, as well, and the 
depreciation of the mark is soon reflected in 
the cost of living. 

The increase in the volume of mark cur- 
rency and its depreciation have reacted upon 
each other in a vicious cycle. The amount of 
this currency now outstanding is about 95,- 


000,000,000 marks, which compares with 














about 2,000,000,000 marks before the war, 
35,000,000,000 marks at the close of 1919 and 
68,000,000,000 at the close of 1920. The in- 
fluence of this increase in the currency has 
been to depreciate its purchasing power, or 
in other words advance prices. The general 
advance of prices and cost of living increased 
the outlays of the government in operating 
the state railways and carrying on all its 
functions, and as revenues were not increased 
correspondingly, the Treasury deficit was in- 
creased, and met by printing more currency, 
the effect of which was further depreciation, 
and so on around again. 


The final influence in bringing the mark 
currency to its present state has been the 
reparations payments. Although there -has 
been a decided revival of German foreign 
trade, the exports of the country are now only 
about one-fourth of what they were in 1914, 
and the surplus of exports over imports has 
not been sufficient to meet the reparations 
payments. The German government has been 
compelled to resort both to shipments of gold 
from the Reichsbank reserves and to the pur- 
chase of foreign exchange, both actions tend- 
ing to depreciate the currency. 


Public opinion in Germany has been pes- 
simistic since the Silesian decision, and there 
are sO many parliamentary groups in the 
Reichstag that_the cabinet is unstable and 
probably without assured power to make a 
definite foreign policy. In the face of a most 
critical situation the country appears to be 
drifting. 


The Collapse of Paper Currencies 


Included in *the above-named countries is 
much the greater part of Europe, and it is 
important to know what effect Yfurther 
changes in their currencies will have upon 
their foreign trade and internal life. They 
apparently have not the resources within 
themselves to enable them to get out of the 
fatal cycle of currency inflation and currency 
depreciation. A government must continue 
to function and must pay its way with some- 
thing. These governments do not seem to be 
able to increase revenues fast enough to catch 
up with the depreciation of their currencies 
and give them a chance to stop the printing 
presses.| It must be recognized ulso that 
there is a tendency for revenues to fall off 
in all countries, owing to business depression. 
It is a question whether any government in 
Europe will pay its way out of revenues this 
year, and not altogether certain that the gov- 
ernment of the United States will do it. The 
war raised the costs of government as well 
as all industrial costs, and disorganized the 
entire social and industrial system. 





Social Demoralization 


Moreover, the temper of the people is such 
as to make them less responsive to govern- 
mental policies and to governmental authority 
than in the past. There is lacking the old 
habit of obedience to requirements of the gov- 
ernments which involve self-denial and hard- 
ship. The situation calls for a high spirit of 
loyalty to the social organization, a willing- 
ness to accept hard conditions, and to co- 
operate in reorganizing industry, reducing 
government expenditures and submitting to 
increased taxation. The public, however, gen- 
erally fails to comprehend the necessity for 
such measures, and finance ministers who at- 
tempt to adopt them fail to receive necessary 
support from the legislative bodies. 


Modern, highly-organized industry has been 
developing to what it is over a long period of 
time. Money has been one of the chief fea- 
tures and agencies of its development, for spe- 
cialized industry is impossible without money. 
The science of money is not a matter of com- 
mon knowledge, although the subject is one 
upon which people are very ready to form 
offhand opinions. Unfortunately, the idea is 
prevalent that the organization of society has 
been shaped and dominated in the past by the 
so-called governing classes to their own ad- 
vantage and the disadvantage of the masses, 
with the result that qualified leadership is to a 
great extent discredited. 


Must Have a Medium of Exchange 


It is impossible to conceive of. a country 
without a currency of some kind, and until 
something better is provided it appears that, 
as the depreciated currencies sink lower and 
lower the countries will have to follow the ex- 
ample of Russia in abandoning the old denom- 
inations and printing larger ones, or the exam- 
ple of France in 1796, when the paper currency 
known as assignats having apparently reached 
the limits of depreciation, a new currency 
known as mandats was issued, one mandat to 
have the. value of thirty assignats. 


All such devices are only descending steps 
to repudiation, or temporary expedients, 
with or without plans for the future. The 
situation must grow worse, for it cannot be 
otherwise than that the steady depreciation 
of the currency will undermine the confidence 
of the public, and curtail the use of credit. 
Modern business is done largely by the use 
of credit and by means of contracts or agree- 
ments for the delivery of commodities or the 
performance of services, to be paid for in 
money at some date in the future. If there 
is no confidence in the future value of money, 
production and employment must be seriously 
interfered with and grave social conditions 
ensue. The population of Europe is too great 











for the people to go back to the primitive 
conditions in which each family lives on the 
land and supplies its own wants by its own 
labor or barter with its neighbors. 


The Fundamentals of Currency 


The fundamental requirements for currency 
reform in the European situation are that the 
currency shall be divorced from the fiscal 
needs of the governments and that paper 
money shall be redeemable in something that 
all the world esteems of real value. Apparent- 
ly there is no way out for most of the coun- 
tries referred to above but by cutting loose en- 
tirely from the old currencies which have be- 
come so vast in volume and so depreciated in 
value that they would sink any new monetary 
system that attempted to become responsible 
for them. Their fate will have to be left to 
the future. Once the governments are on their 
feet financially some plan for disposing of the 
old issues, by funding operations or otherwise, 
may be possible, but the new system should 
start free from every such incubus. 

The committee of the League of Nations, 
in attempting to deal with Austria has planned 
a new central bank with note issues based 
upon a gold reserve, although nothing has 
been done about it yet, because certain claims 
upon the Austrian government by other gov- 
ernments must be postponed by consent to en- 
able the Austrian government to provide a 
share of the capital. 

Other plans for banking organizations on a 
gold basis have been proposed. Mr. Vanderlip 
has proposed. one for a great international 
banking corporation which would have sub- 
sidiary national banks in the several countries. 

These plans have the great merit of offering 
a currency not involved in the government 
finances, and not attached to the great mass 
of outstanding issues. It is assumed that the 
public everywhere would welcome an oppor- 
tunity to do business in terms of gold, and that 
gradually business would be shifted to the 
new basis. It is believed that in all of these 
countries there are considerable amounts of 
gold in hiding that would come to the new in- 
stitutions, and that outside capital would im- 
prove the opportunity to enter the countries 
and do business on a gold basis. The banks 
would be rallying posts for all interests de- 
siring to co-operate in the introduction of 
sound money in those countries. 

The difficulties attendant upon any such 
change are great, but somehow the change 
must be made. As for the danger that gold 
_would be withdrawn from the new banks for 
export, obviously it would have to be the 
policy of the banks not to incur any obliga- 
tions that were not offset by gold assets, 
either in hand or in the shape of foreign cred- 
its. This would seem to limit their business 


in the beginning to very small proportions, but 
there does not appear to be any other way that 
a new beginning can be made. The new insti- 
tution must not be entangled in any discredit- 
ed system. 


Vindication of the Gold Standard 


The state of the currencies at the present 
time and the chaos of the exchanges should 
give to many people a better understanding of 
the services which the gold standard has ren- 
dered to the world in the past, and expose con- 
clusively the futility of the schemes for a 
paper currency without provisions for redemp- 
tion. ’ 


When the gold standard was in effect in all 
the principal countries the currencies of those 
countries were in practically fixed relations to 
each other. The inhabitants were doing busi- 
ness upon a common plane of values. They 
had a common language of prices. The price 
of wheat in Odessa, Buenos Aires, Sydney, 
Bombay, Budapest, Liverpool and Chicago was 
quoted practically in terms of a common meas- 
ure, the grain of gold. For the vast majority 
of international transactions, exchange varied 
within the cost of shipping gold from one coun- 
try to another, and never exceeded it by more 
than a very small margin. Contracts could be 
entered into for future dates with a certainty 
that, barring some very unusual disturbance, 
these exchange conditions could be relied upon. 


There are always critics of the existing or- 
der of things and there were critics of the gold 
standard. It was said to give the bankers con- 
trol over the volume of money, but while that 
was untrue, now that the volume of money 
has been free and uncontrolled for a few years 
most people would like to see some kind of 
control established. The gold standard did 
not give control to anybody, but it put some 
restrictions upon the operations of printing- 
presses. Under the gold standard, the profits 
of bankers in exchange operations were re- 
duced to amazingly small percentages, but 
without the gold standard trading in foreign 
exchange is so hazardous that nobody can en- 
gage in it without large margins to cover the 
risks of the business. 

The fallacy of all the arguments for irre- 
deemable paper currency have been exposed 
again, as they have been time after time in the 
past. 

These arguments are born anew to every 
generation, in the minds of men who think 
they are original ideas. This time they have 
been exposed, not in one country alone but in 
dozens of countries. The results have not 
been due to particular errors by one country’s 
administrators, but are seen to be inherent in 
the system. The paper currencies of Europe 
have cost the people far more than all the direct 
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expenditures upon the war, and have involved 
them in a state of disorder and misery from 
which they do not see any way of escape. 


The French Assignats. 





There never has been a situation before in 
which so many countries and so great a popu- 
lation were involved in a paper currency crisis 
as at the present time, but there have been 
numerous cases where single countries have 
suffered from the paper money delusion. One 
of the most conspicuous cases in history is 
that of the experience of the French revolu- 
tionary government in 1790-96. The govern- 
ment finances were in bad condition and gen- 
eral industrial and trade conditions were dis- 
turbed by the revolution and the social changes 
which it inaugurated. It was said that busi- 
ness was stagnant for want of an ample cir- 
culating medium. 

There was strong opposition due to previ- 
ous experience with paper money, but it was 
finally over-ridden by a plan to issue 400,000 
livres, based upon the lands that had been 
confiscated from the Church, with a provision 
that they should bear interest at 3 per cent, 
which was expected to retire any notes that 
might be redundant. They were called as- 
signats, on account of the pledge of lands. 

The first effect of this issue was stimulating, 
but, within four months, money was as 
“scarce” as before, and a demand sprang up 
for more. The dose was doubled by an issue 
of 800,000 more, accompanied by a pledge that 
this would be the last. In a short time, how- 
ever, the same need for more was manifest, 
and by 1796, when the craze had run its course 
and all issues were swept out as worthless, the 
total amount of assignats outstanding was 
forty thousand millions. Near the end, 
twenty-five hundred millions of mandats were 
issued, but these also became worthless in a 
few months. Finally, the legal tender enact- 
ments for both assignats and mandats were 
simply repealed and they ceased to circulate. 
Gold and silver came back into use without any 
further action by the government, as they had 
been legal tender all of the time but driven 
from circulation by the irredeemable paper 
money. 


Discussion by Dr. Andrew D. White 


The most notable discussion of the as- 
signats in the English language has been a 
paper prepared by Hon. Andrew D. White, for 
many years the distinguished President of Cor- 
nell University. He gave the paper to a close 
friend, John Mackay, of Canada, who printed 
it for private distribution, but unfortunately 
it has never been published for general sale. 
Much of the information it contains, however, 
is given in the book upon “Money,” by Fran- 





cis A. Walker, late President of the Massa- 
chusetts Institute of Technology. 

We have taken a few extracts from Dr. 
White’s story of the assignats, which although 
disconnected are sufficient to show that that 
experience with inflation developed the same 
symptoms with which the world is familiar 
today. 


* * * No irredeemable currency has ever claimed a 
more scientific and practical guarantee for its good- 
ness and for its proper action on public finances. On 
the one hand, it had what the world recognized as a 
most practical security,—a mortgage on productive 
real estate of vastly greater vaiue than the issue. 
On the other hand, as the notes bore interest, there 
seemed cogent reason for their being withdrawn from 
circulation whenever they became redundant. * * * 


* * * The first result of this issue was apparently all 
that the most sanguine could desire: the treasury 
was at once greatly relieved; a portion of the public 
debt was paid; creditors were encouraged; credit re- 
vived; ordinary expenses were met, and, a consider- 
able part of this paper money having thus been 
passed from the government into the hands of the 
people, trade increased and all difficulties seemed to 
vanish. * * * But soon there came another result: 
times grew less easy; by the end of September, with- 
in five months after the issue of the four hundred 
millions in assignats, the government had spent them 
and was again in distress. The old remedy imme- 
diately and naturally recurred to the minds of men. 
Throughout the country began a cry for another issue 
of paper. * * * 


* * * Prudhomme’s newspaper poured contempt over 
gold as security for the currency, extolled real estate 
as the only true basis and was fervent in praise of 
the convertibility and self-adjusting features of the 
proposed scheme. In spite of all this plausibility and 


‘eloquence, a large minority stood firm to their earlier 


principles; but on the 29th of September, 1790, by a 
vote of 508 to 423, the deed was done; a bill was 
passed authorizing the issue of eight hundred millions 
of new assignats, but solemnly declaring that in no 
case should the entire amount put in circulation ex- 
ceed twelve hundred millions. * * * 


* * * Yet each of these issues, great or small, was but 
as a drop of cold water to a parched throat. Al- 
though there was already a rise in prices which 
showed that the amount needed for circulation had 
been exceeded, the cry for “more circulating medium” 
was continued. The pressure for new issues became 
stronger and stronger. * * * During the various 
stages of this debate there cropped up a doctrine old 
and ominous. * * * This was the doctrine that all 
currency, whether gold, paper, leather or any other 
material, derives its efficiency from the official stamp 
it bears, and that, this being the case, a government 
may relieve itself of its debts and make itself rich 
and prosperous simply by means of a printing press. 


But for the moment, the French manufacturers 
derived great advantage from this state of things. As 
their products could be so cheaply paid for, orders 
poured in from foreign countries to such a degree 
that it was often difficult for the manufacturers to 
satisfy their customers. It is easy to see that pros- 
perity of this kind must very soon find its limit. * * * 
When a further fall in the assignats took place this 
prosperity would necessarily collapse, and be suc- 
ceeded by a crisis all the more destructive the more 
deeply men had engaged in speculation under the in- 
fluence of the first favorable prospects, * * * 


* * * Various bad signs began to appear. Immedi- 
ately after each new issue came a marked depreci- 
ation; curious it is to note the general reluctance to 
assign the right reason. The decline in the purchas- 
ing power of paper money was in obedience to the 
simplest laws in economics, but France had now 
gone beyond her thoughtful statesmen and taken 
refuge in unwavering optimism, giving any explana- 
tion a3 fhe new difficulties rather than the right 
one. 





A very common explanation was indicated in Prud- 
homme’s newspaper, “Les Revolutions de Paris” of 
January 17, 1791, which declared that, coin “will keep 
rising until the people shall have hanged a 
broker.” * * * 


Still another troublesome fact began now to appear. 
Though paper money had increased in amount, pros- 
perity had steadily diminished. In spite of all the 
paper issues, commercial activity grew more and 
more spasmodic. Enterprise was chilled and business 
became more and more stagnant. * * * 


Thus came a collapse in manufacturing and com- 
merce, just as it had come previously in I'rance; just 
as it came at various periods in Austria, Russia, 
America, and in all countries where men have tried 
to build up prosperity on irredeemable paper. * * * 
There had come a complete uncertainty as to the fu- 
ture. Long before the close of 1791 no one knew 
whether a piece of paper money representing a hun- 
dred livres would, a month later, have a purchasing 
power of ninety or eighty or sixty livres. The result 
was that capitalists feared to embark their means in 
business. Enterprise received a mortal blow. De- 
mand for labor was still further diminished; and here 
came a new cause of calamity: for this uncertainty 
withered all far-reaching undertakings. The busi- 
ness of France dwindled into a mere living from hand 
to mouth. 


* * * The consequences of these over-issues now be- 
gan to be more painfully evident to the people at 
large. Articles of common consumption became enor- 
mously dear and prices were constantly rising. Ora- 
tors in the Legislative Assembly, clubs, local meet- 
ings and elsewhere now endeavored to enlighten people 
by assigning every reason for this depreciation save 
the true one. They declaimed against the corruption 
of the ministry, the want of patriotism among the 
Moderates, the intrigues of the emigrant nobles, the 
hard-heartedness of the rich, the monopolizing spirit 
of the merchants, the perversity of the shopkeepers, 
—each and all of these as causes of the difficulty. 


* * * To spread terror, the Criminal Tribunal at 
Strassburg was ordered to destroy the dwelling of 
anyone found guilty of selling goods above the price 
set by law. The farmer often found that he could not 
raise his products at anything like the price required 
by the new law, and when he tried to hold back his 
crops or cattle, alleging that he could not afford to 
sell them at the prices fixed by law, they were fre- 
quently taken from him by force and he was for- 
tunate if paid even in the depreciated fiat money,— 
fortunate, indeed, if he finally escaped with his life. 


* * * It will doubtless surprise many to learn that, in 
spite of these evident results of too much currency, 
the old cry of a “scarcity of circulating medium” was 
not stilled; it appeared not long after each issue, no 
matter how large. 


Interesting is it to note in the midst of all this 
the steady action of another simple law in finance. 
Prisons, guillotines, enactments inflicting twenty 
years imprisonment in chains upon persons twice 
convicted of buying or selling paper money at less 
than its nominal value, and death upon investors in 
foreign securities, were powerless. 


But on the 18th of February, 1796, at nine o’clock in 
the morning, in the presence of a great crowd, the 
machinery, plates and paper for printing assignats 
were brought to the Place Vendome and there, on the 
spot where the Napoleon Column now stands, these 
were solemnly broken and burned. 


* * * And finally, as to the general development of 
the theory and practice which all this history records; 
my subject has been Fiat Money in France; How it 
came; What it brought; and How it ended. 


It came by seeking a remedy for a comparatively 
small evil in an evil infinitely more dangerous. To 
cure a disease temporary in its character, a corrosive 
poison was administered, which ate out the vitals of 
French prosperity. 


It progressed according to a law in social physics 
which we may call the “law of accelerating issue and 
depreciation.” It was comparatively easy to refrain 
from the first issue; it was exceedingly difficult to 
refrain from the third and those following was practi- 
cally impossible. 


It brought, as we have seen, commerce and manu. 
factures, the mercantile interest, the agricultural in- 
terest, to ruin. It brought on these the same destruc- 
tion which would come to a Hollander opening th« 
dykes of the sea to irrigate his garden in a dry sum- 
mer. It ended in the complete financial, moral and 
political prostration of France—a prostration from 
which only a Napoleon could raise it. 


Inflation in the United States. 


The state of the currency which now exists 
in a large part of Europe, and the story of the 
assignats throw light upon our bank credit in- 
flation in the United States, for inflation is 
practically the same in essence and effects 
whether it comes through paper currency or 
credit that passes by means of bank checks. 
In either case the mischief is done by the in- 
crease of circulating credit without relation to 
the production of commodities entering into 
trade. 

Inflation had its start in the United States 
during the war, when great amounts of bank 
credit were brought into use for the flotation 
of government loans and in response to the de- 
mands of business which was over-stimulated. 
After the war, following five months of slack- 
ening demands, business was again over- 
stimulated. The demand for commodities ap- 
peared to exceed the supply, prices rose, more 
credit was wanted from the banks, and the 
latter at first thinking it necessary te support 
the revival of the peace industries responded. 
It soon developed, however, that the increase 
of bank loans was financing a competitive 
struggle for labor and goods and forcing both 
wages and prices higher, in the same manner 
that issues of paper money would operate. 

In other words, the increasing amount of 
purchasing power put into effect by bank loans 
was depreciating the value of ali money, in- 
cluding gold itself. Under ordinary condi- 
tions, with the rest of the world on the gold 
basis, as before the war, such an increase of 
bank loans in the United States accompanied 
by rising prices, would have turned the trade 
balance against this country, caused exports 
of gold, and by the loss of bank reserves com- 
pelled a restriction of lending, but with the 
trade balance heavily in our favor this steady- 
ing influence was not in effect. 


The Stand Against Inflation 

By the fall of 1919 the United States was in 
the grip of a cycle of rising prices and wages 
which began to alarm careful observers. The 
railroad brotherhoods gave notice in August 
of their intention to strike unless wages were 
raised to compensate for the advancing cost of 
living. The movement for higher wages was 
general and it was apparent that the higher 
wages when granted would again increase the 
cost of living, and that there would be no stop- 
ping place if the influence of inflation was 
given free play. 











The country at that time was at the parting 
of the ways. The reserves of the Federal Re- 
serve banks were down practically to the limit 
set by the Federal Reserve act—a limit fixed 
with careful and unbiased judgment when the 
act was passed before the war. The Federal 
Reserve act provides that the reserve require- 
ments may be suspended for a period of thirty 
days and that such suspension may be renewed 
for periods not exceeding fifteen days, but 
these are clearly emergency provisions. More- 
over, the law provides that a graduated tax 
shall be levied upon the amount by which 
these reserves fall below the regular limit, and 
also that the rate of the tax shall be added to 
the regular discount rates while the deficiency 
continues. These provisions clearly show the 
purpose and spirit of the law. 


The banking situation had practically 
reached the position where the law required 
these provisions to become effective, and all 
signs indicated that unless inflation was 
checked they must become automatically ef- 
fective very shortly. 


Criticism of the Reserve System 


These were the existing conditions when 
the Federal Reserve authorities in November, 
1919, after several public warnings, caused the 
first advance of discount rates to be made with 
a view to checking inflation. The movement 
was a very cautious one, and it was not until 
May, 1920, that any of the discount rates 
reached 7 per cent. 


It has been charged that the Federal Reserve 
authorities and other bankers set out deliber- 
ately to deflate prices, but this is a misrepre- 
sentation. They set out to check the alarming 
increase of bank loans and to hold the volume 
of reserve bank liabilities within the limit 
fixed by the law. It should be apparent to 
everybody that they did not take action an 
hour too soon. If they had not acted when 
they did the mandatory provisions of the iaw 
would have compelled action at an early day, 
‘and under the law the tax of not less than one 
per cent per annum would have been added 
to the regular discount rates. That would 
have been more drastic than the policy actu- 
ally pursued by the Reserve Board. 


Moreover, it should be said that while the 
reserve requirements might have been modi- 
fied by act of Congress, to permit the increase 
of loans to go on, such action would have 
opened the way to precisely the course of in- 
flation, currency depreciation and general de- 
moralization which has taken place in Europe, 
and which is described by Andrew D. White 
in the case of the assignats. There was no 
better place to stop the tide of inflation than 


at the point fixed in the law, unless indeed, it 
might have been stopped earlier. 


Effect of Restriction Upon Prices 


The increase of discount rates did not ac- 
complish an immediate cessation of the growth 
of loans. The highest point for loans both in 
the member banks and Federal Reserve banks 
was reached in the fall of 1920. The affect of 
this advance of rates upon prices is not clear, . 
for our decline of prices began in many lines 
by the Spring of 1920. Undoubtedly money 
had been growing tighter. As the member 
banks used up their own lending capacity and 
faced the necessity of rediscounting if they 
granted further loans, they would naturaliy 
become more conservative, as they should be. 
There was, however, no general decline of 
loans until after prices had begun to decline, 

A decline of loans after prices began to fall 
was inevitable. In the first place, falling prices 
have the effect of diminishing deposits, and it 
is the volume of deposits upon which the banks 
mainly rely for ability to make loans. Shrink- 
ing deposits compelled the banks to reduce 
their loans to obtain the means of meeting 
their own obligations. 

It has been said that the Federal Reserve 
system was established for the purpose of 
meeting an emergency of that kind, but this 
is confusing an emergency in the affairs of a 
single bank or a limited number of banks 
with a general movement throughout the sys- 
tem. The Federal Reserve banks depend 
for their own resources chiefly upon the depos- 
its kept with them by the member banks. They 
could not on the strength of their own capital 
undertake to carry the entir wanking system 
of the country. As the ..ember banks lost 
deposits the reserve banks also lost deposits. 

It is not pleasant for borrowers to be obliged 
to pay off loans in hard times, but that is one 
of the possibilities that borrowers should take 
into consideration. If they borrow funds 
which the banks hold temporarily, they must 
expect to return them if the banks are obliged 
to return them. 

Another reason why loans decline in a time 
of falling prices is that the responsibility of 
borrowers is affected. Falling prices diminish 
the resources of borrowers, and it is well un- 
derstood that if the collateral or individual re- 
sponsibility behind a loan changes unfavor- 
ably, it is proper to ask for more security or a 
reduction of the loan. The people who bor- 
row of banks usually do so in the expectation 
of using the money profitably. If they suc- 
ceed the profit is all their own; the bank does 
not share in it. The banker has an obligation 
to the public to conduct his business on a safe 
basis, in order that he may meet his own en- 
gagements. 











Agricultural Territory Aided 

The prevailing opinion in many parts of the 
country has been that the agricultural districts 
have been discriminated against, or failed to re- 
ceive the amount of aid they were entitled 
to, but the record shows this not to be the 
case. 

An analysis of reports from about 9,500 
member banks throughout the country, has 
been made by the Federal Reserve Board, and 
the banks classified as located in agricultural, 
semi-agricultural and non-agricultural terri- 
tory, according to the relative importance of 
agriculture to other industries. The result- 
ing summary shows that between May 4, 
1920, and April 28, 1921, the loans and dis- 
counts of banks in agricultural counties 
throughout the country declined $36,500,000, 
or, slightly more than 1.2 per cent; the loans 
and discounts of banks in semi-agricultural 
counties declined $18,700,000, or 1.3 per cent; 
and the loans and discounts of banks in non- 
agricultural counties declined $827,100,000, or 
5.6 per cent. The borrowings from the Fed- 
eral reserve banks by banks in agricultural 
counties increased $127,600,000, or 56.6 per 
cent; borrowings by banks in semi-agricul- 
tural counties remained practically stationary ; 
and borrowings by banks in non-agricultural 
counties declined $629,100,000, or 28.5 per cent. 


The New Tax Bill. 


The new revenue bill is not very highly 
praised by its sponsors, being a compromise 
in which nobody secured enough of what he 
wanted to make him satisfied. Those who 
proposed the immediate repeal of the tax upon 
business profits are disappointed, and so are 
those who wished to reduce the income sur- 
taxes to 32 per cent. On the other hand those 
who opposed any reductions in these taxes 
and wished to increase the estate taxes, were 
disappointed. 

The new bill will produce less revenue than 
the old one, as expenditures are lessening, but it 
makes little change in the policy of very heavy 
levies upon large incomes. The idea of put- 
ting the taxes upon the rich does not dimin- 
ish in popularity. Of course no one would 
argue that the rich should not pay according 
to their wealth, or even against moderately 
progressive rates, but prevalent opinion plainly 
does not take into account all of the conse- 
quences of taking so large a proportion of the 
incomes of men who are accustomed to pro- 
vide capital for industry. There is in gen- 
eral slight appreciation of the fact that large 
incomes for the most part are turned back 
into industrial development, enabling men of 
unusual business ability and enterprise to carry 
forward the plans which their active brains 
are always devising, and which promote the 
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general prosperity. At the very time when 
this measure of unrelenting severity becomes 
a law, Henry Ford is demonstrating the value 
of wealth to the common welfare by his pro- 
posal to utilize the Muscle Shoals power 
plant and put a million men at work there. 
His proposal differs only in degree from what 
all men of large incomes are trying one way 
or another to do. 

There will be no scientific system of taxa- 
tion until the people realize the public value 
of capital accumulations. Depreciation in in- 
dustry is an enormous item in the country’s 
annual bill for replacements and renewals, to 
say nothing of the need for the extention of 
old. enterprises and the inauguration of new 
ones. It is necessary that there shall be a 
large fund of constantly accumulating capital, 
or the industrial machine will gradually wear 
out and run down. , 


There is grave reason to fear that the worst 
of the difficulties of government finance has 
not yet been seen. That is threatened by the 
soldiers’ bonus bill which looms up omi- 
nously. The country is in no condition to 
meet this enormous expense, either by taxa- 
tion or loans. By any method that may be 
adopted, the raising of the sum required will 
draw heavily upon the resources of the coun- 
try when they are already strained apparently 
to the limit. 


The ter Meulen Plan. 


Sir Drummond Fraser, member for Great 
Britain, of the International Commission ap- 
pointed by the League of Nations to inaugu- 
rate the ter Meulen plan of international cred- 
its, was the guest of the American Bankers’ 
Association at its annual convention at Los 
Angeles in October, and made an address set- 
ting forth the plan. He did not offer it as a 
panacea for all the ills of Europe, but as af- 
fording the best plan yet devised for mobiliz- 
ing the available credit resources of the would- 
be borrowing countries, and this view is gen- 
erally accepted by those who heard him. 


The Plan contemplates that parties desiring 
to import goods from another country, and 
particularly where a time credit is desired, 
shall lay before the International Commission 
whatever security they desire to offer and 
that this security shall be examined by the 
Commission and a value in gold fixed upon it. 
This having been done, the government of 
the importing country will issue its own bonds, 
in terms of the money of the exporting coun- 
try and loan them to the importer to be of- 
fered as collateral for the purchase money 
obligations. This proceeding produces a com- 
bination of private and government credit, 
with the entire transaction supervised by the 
International Commission. In case of default, 

















the pledged security is to be in the custody 
of the Commission. The government bonds 
are differentiated from other government is- 
sues in that they are backed by specific secur- 
ity, supplied by private parties. The loan of 
government bonds is intended to secure the 
cooperation of the importer’s government in 
the collection of the debt, and to supply an 
additional guaranty. It is true, of course, that 
the ter Meulen Plan does not solve the very 
difficult exchange situation, which at this time 
is the chief obstacle to trade. It does not at- 
tempt to deal with this except as by making 
provision for the best obtainable class of time 
credits it may make possible a considerable 
amount of trade without the necessity for 
immediate settlements. 

Sir Drummond Fraser’s address was very 
well received by the convention, which adopted 
the following resolution: 

“Believing that the restoration of normal condi- 
tions in the world and in our own country depends 
upon the re-establishment of a proper balance be- 
tween nations, and that the cooperation therein of 
the United States is desirable and necessary for the 
re-establishment of normal conditions in American 
business life, we approve the principles of the plan 
for an International Credit Organization, known as 
the ter Meulen Plan. This plan offers a means of 
mobilizing the assets of the war stricken countries 
under responsible international supervision, and of 
issuing bonds based on these assets, thereby enabling 
them to secure long term credits for the payment 
of essential imports. The Commerce and Marine 
Commission of the. Association is hereby directed to 
make the necessary investigations for the purpose 
of recommending the best means of cooperation on 


tHe part of this Association in carrying out the prin- 
ciple of the ter Meulen Plan.” 


The Bond Market. 


The past month has witnessed the most 
active demand for bonds since last Fall and 
prices have shown wide advances in practi- 
cally every class of security. On the Stock 
Exchange for the week ending Novem- 
ber 5th, total sales aggregated $96,818,000, of 
which $49,000,000 were United States Govern- 
ment Bonds. This compares with $69,825,000 
for the preceding week and $61,721,000 for 
the week ending November 12th in which 
there were two Stock Exchange holidays. The 
main cause of the advance in United 
States Government Bonds was the reduction 
in the rediscount rates of Federal Reserve 
banks and the successful sale of the 4% per 
cent and 4% per cent Certificates of Indebted- 
ness. An indication of the rapid advance in 
the Government issues is shown in the follow- 
ing quotations: 








Low since 
Jan.1, Recent 
Issue 1921 High Advance 
First Liberty 3%% Bonds.. 86 95.40 9.40 
Second Liberty Conv. 4%% 

Bonds 85.80 94.90 9.60 
Third Liberty 4% % Bonds.... 88 96.92 8.92 
Fourth Liberty 4%% Bonds 85.34 95.20 9.86 
Victory 4%% Notes........c00- -- 95.56 99.92 4.86 
Victory 3%% Notes............. 95.80 99.86 4.06 
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Municipals and Foreign Governments 

Municipalities are continuing their financ- 
ing and each week brings to the market a 
substantial amount of new issues. Rates, 
however, are declining and this is evidenced 
by the performance of some recent issues. A 
short time ago an issue of state bonds was 
offered on a 5.20 per cent basis for serial 
maturities. The last $2,000,000 of the block 
were purchased by a group which re-offered 
them on a 5 per cent basis and the present 
market on these same bonds is a 4.80 per cent 
basis. On a thirty-year maturity this is an 
advance of six points and is indicative of the 
general municipal situation. Some of the 
larger cities of New York State are contem- 
plating offering during the next few weeks 
4, per cent coupons and while this is a }ttle 
in advance of quotations today it would not 
be surprising to see these bonds sell at or 
above par. 

The high-rate foreign government issues 
have been in excellent demand, several of the 
issues selling well above the callable prices 
of the next few years. Some of the more 
noteworthy advances from the low prices of 
this year are: 

Belgium 8s—96%-105 


Bergen 8s—93%-105 

Berne 8s—92%-107 

Chile 8s—92 -102 

Copenhagen 54%s—72 - 86 

Danish Municipal 8s—85%-106% 

Sweden 6s—81%- 96% 
, Zurich 8s—94 -106 


There have been a few new issues of foreign 
government 8s which have been rapidly ab- 
sorbed and prices have materially advanced. 


Railroad Issues 

Railroad issues have enjoyed a similar en- 
hancement in value and an excellent indica- 
tion of the market are the Chicago, Burling- 
ton & Quincy Joint 6%4s which were origi- 
nally offered at 9614, the present quotation 
being 106%4-107. It will be recalled that the 
first block of equipments which the Railroad 
Administration sold to New York bankers 
was offered on a 5% per cent basis. A little 
later the market weakened and the equip- 
ments were traded on a 6 per cent basis. 
Last week a block of $2,000,000 of the short 
equipments were offered by a New York 
group at prices ranging from 5.65 per cent 
to 5.75 per cent basis. It is understood that 
the Railroad Administration has sold a total 
of about $109,000,000 of their original hold- 
ings of $310,000,000. 


Public Utilities 
Public utility bonds have been in strong 
demand and the advance is perhaps more 
marked than in other classes of securities. 
For a few months back the general public was 
very apathetic to public utility issues as a 








whole and many of the older outstanding is- 
sues were quoted considerably below their 
intrinsic value. Recent issues of public utili- 
ties, however, indicate an entire change of 
sentiment with the result that the large issues 
which have been offered during the past few 
months are selling at a substantial premium 
and the entire public utility market has broad- 
ened to a point where the older 5 per cent 
issues are now regaining their former popu- 
larity. The most striking example of the 
demand for public utilities is evidenced in the 
oversubscription of the $50,000,000 New York 
Telephone Twenty-year 6 per cent Bonds 
which were originally offered at 97 and be- 
fore the books were closed were quoted on 
the Curb at 9814, the market on the day of 
allatment being 100%. The syndicate man- 
agers received 67,912 subscriptions, totaling 
$488,000,000 and it was necessary to resort to 
$100 denominations in the final allotment, or- 
ders for $2,500 or less receiving 20 per cent 
with a minimum of $100 and subscribers for 
$75,000 or more received 5 per cent with a 
minimum of $7,500. 

It is an especially noteworthy fact that of 
the 67,912 subscriptions to these bonds over 
54,000 were for $5,000 or less, and over 25,000 
were for $1,000 or less. Here is the capitalist 
class that is financing industry today. 


‘Fhe General Market 

Bankers have been predicting for some 
time past the end of the 7 per cent and 8 per 
cent bonds but the amount of financing to be 
done continued in such volume that the mar- 
ket could not absorb the new securities with 
enough promptness to insure higher prices. 
During the past few months there has been a 
scarcity of new issues with the result that 
the demand from. investors, institutions and 
corporations has taken the floating supply of 
bonds out of the market and higher prices 
have inevitably followed. There is another 
important development in the investment sit- 
uation and that is the growth in the number 
of bond distributors throughout the United 
States. At the recent New Orleans Conven- 
tion of the Investment Bankers Association 
there were over seven hundred and fifty in- 
vestment dealers registered from practically 
every city in the United States. This means 
that every nook and corner of our entire coun- 
try is thoroughly canvassed through the agen- 
cies of the large national houses and the local 
dealers and the new issues are split up into 
very small parts in the hands of a great many 
individuals. 

The advance of the past few weeks should, 
therefore, not be a surprise to the investing 
public for it has been anticipated for several 
months past and there is every indication that 
prices have moved to a higher level and wiil 


continue there for some time to come. In 
this connection it is interesting to note that 
a comparison of the average prices of fifteen 
representative railroad, public utility and in- 
dustrial issues since 1906 shows that the aver- 
age low prices of these issues in 1907 was 
2% points higher than the present high prices, 
while the average low for the rails in 1907 
was 5 points higher than present high prices 
for the same issues. The low for public utili- 
ties in 1906 was 2 points higher than the high 
prices of today. The recent advancés, there- 
fore, have not yet carried the standard issues 
above the low prices of the past fifteen years 
and these indicators would seem to answer 
most conclusively in the negative the ques- 
tion so often asked today—‘Are bond prices 
advancing too rapidly?” 

The combined average of forty rails, public 
utilities and industrials as reported by the 
Wall Street Journal November 18th is 81.80 
compared with 78.79 for October 18, 1921, and 
76.90 for November 18, 1920. 


Guaranty of Bank Deposits. 


The State of Oklahoma has had the question- 
able distinction of having inaugurated the sys- 
tem of establishing a guaranty for bank de- 
posits by means of a fund provided by a tax 
on deposits. The theory is that of insurance, 
but it has certain fundamental weaknesses 
which are more serious in their effects upon 
banking than in their relation to most otlfer 
kinds of business to which insurance is applied. 
Insurance is sound as a protection against un- 
avoidable hazards, but dangerous whenever it 
tends to increase the hazards. The insurance 
or guaranty of bank deposits tends to increase 
the hazards by eliminating the value of char- 
acter as a banker’s asset. It tends to make all 
banks look alike to the public, and puts the 
careful, conservative banker, who is unwilling 
to make large promises and take large chances, 
at a disadvantage. 

The theory is at fault in placing more em- 
phasis upon the payment of depositors after a 
bank has failed than upon preventing failure. 
Its weakness always develops in a crisis, and 
reports from Oklahoma show that the system 
is in a bad way at the present time. Under the 
law the levy for the guaranty fund cannot ex- 
ceed one-fifth of one per cent annually upon 
the deposits held by all banks in the system. 
When the fund is exhausted the guaranty com- 
mission issues warrants drawing 6 per cent 
interest, as a means of making further pay- 
ments. The outstanding warrants now amount 
to about $2,250,000, and the interest upon them 
will absorb nearly the full annual assessment, 
leaving little or nothing for their redemption. 
Moreover, many of the larger barks are retir- 
ing from the system by taking out national 
charters. 








World Paper Currency and Gold 
Reserve, 1914 to 1921 


By O. P. Austin 
Statistician, The National City Bank of New York 


The world flood of paper currency shows 
signs of abatement. While it is true that the 
third peace year has witnessed extremely 
large additions to the paper currency of a 
limited number of countries and that the face 
value of world paper as a whole is thus much 
greater than in 1920, it is also true that 
a large proportion of the countries of the 
world have made no increases in their paper 
currency in the last year and that in at least 
a dozen principal countries a reduction in the 
amount outstanding is apparent as compared 
with conditions one year ago. To what ex- 
tent the reduction in prices and the slowing 
down of business activities, with the conse- 
quent reduction in demand for currency are 
responsible for this check in world inflation 
can scarcely be determined, but it is at least 
true that the paper currency of a dozen lead- 
ing countries stands at a smaller total today 
than a year ago. And in most of those coun- 
tries the gold reserves shows a greater or less 
increase in the same period. This “honor roll” 
of the countries which have actually decreased 
their paper currency in the third peace year 
includes the United States, Great Britain, 
France, Italy, Switzerland, Netherlands, the 
Scandinavian nations, Egypt and Canada, 
their total of paper currency having been re- 
duced about $2,000,000,000 at its face value in 
the last twelve months, while their total gold 
reserve has increased about $1,000,000,000 in 
the same period. 


Whether this increase in the gold reserve 
in the countries which have reduced their out- 
standing paper currency is due in any con- 
siderable degree to the disposition of gold to 
emerge from its “hiding” during the war, can- 
not be determined, but it is a fact that the 
aggregate gold reserve of the 36 principal 
countries of the world for which figures are 
presented in the accompanying tabulation 
shows in 1921 an increase of about 20 per cent 
over the 1919 aggregate for the same coun- 
tries, and 12 per cent above the 1920 total. 


While, as above indicated, many of the coun- 
tries of fhe world have shown a disposition 
in the last year to reduce their paper cur- 
tency, the large increases occurring in a few 
countries where conditions are still distinctly 


abnormal, notably, Poland, Germany, Austria, 
Hungary and Rumania, have more than offset 
the reduction which has occurred in the dozen 
other countries already enumerated, and the 
face or par value of the outstanding paper 
currency of the world now stan«us at $123,- 
000,000,000 as against $82,000,000,000 in 1920, 
$55,000,000,000 in 1919, $40,000,000,000 in 1918, 
and $7,500,000,000 in 1914. And while the 
quantity of gold reserve visible in 1921 is 8% 
billion dollars as against 7% billions in 1920, 
the ratio of total gold to total paper is, in 
1921, lower than at any earlier year, stand- 
ing in the aggregate of the 36 countries named 
at 7 per cent of gold to paper against 15 per 
cent in 1919, 18 per cent at the close of the 
war, and 63 per cent at its beginning. In the 
tabulation which follows all currencies have 
been reduced to U. S. dollars at their par or 
normal values. 


CURRENCY NOTES AND GOLD RESERVE IN 36 
PRINCIPAL COUNTRIES OF THE WORLD 
IN 1914, 1918, 1919, and 1921 


(In Millions of Dollars U. S. Currency.) 
1914 1918 1919 


§ 19 
Gold Notes Gold Notes Gold Notes Gold 

Argentina .. $235 $428 $379 $494 $394 $513 $453 

Australia ... 29 48 85 255 86 260 a112 


Austria 
Fay yd 254 468 52 10,099 


Belgium ... 58 180 .. 61 909 
Brazil - ©125 175 44 582 
Bulgaria ... 27 
Canada .... 155° 
Chile i 
Colombia .. i 
Czo-Slovakia ees 
Denmark .. 20 
Ecuador .... 5 
Egypt ....0. 8 
Finland ... 7 
France f... 
Germany g.. 
Greece c . 
Italy h ... 
Japan ..... 
Jugo-Slavia... 
Netherlands... 
Mexico ‘ 
New Zealand 
Norway .... 
Pere csccce 
Poland .... 
Portugal ... 
Rumania ... 
Russia j.... 
Spain sce 
Sweden .... 
Switzerland. 
U. Kingdom 
U. States.. 1,023 1,056 2,199 
Uruguay ... 15 8 42 51 55 57 
Total of 36 
countrieg 
named .... 4,682 7,553 7,380 40,350 6,759 55,104 8,184 123,445 
Ratio of gold 
to notes .. 63.3 18.4 14.7 6.7 
a 1920; b Figures of Austro-Hungarian Bank prior to 1920; 
figures for 1921 represent the Austrian Bank and the Hungarian 
Bank respectively, organized in 1920; c Includes holdings abroad 
not separately stated; d Exclusive of gold holdings abroad; 
e 1919; f£ 1914 includes gold held abroad; in subsequent years 
exclusive of gold held abroad; g¢ Includes Darlehnskascenschein 
notes; h Includes bank and state issues; i No data; j No official 
data on Russian currency subsequent to October 1917. Bolshe- 
vik currency is stated in Associated Press dispatches from Mos- 
cow on October 30, 1921, at 5,750,000,000,000 rubles. 


THE NATIONAL CITY BANK OF NEW YORK 











Economic Conditions, Governmental Finance, U. S. Securities 
INDEX 1921 








Month Page 
AGRICULTURE 
(See also Business Conditions) 
Conditions 
Jan. 9-14; Feb. 10-11; Apr. 2-3; July 3; Oct. 38-4 
Constitutionality of Federal Farm 
Loan Act upheld Apr. 11-13 
Fertilizer from coal July 13 
Land ownership as affecting production July 12-13 
Low prices curtail farmer’s buying power 
Jan. 10-13; June 11-12; Sept. 4; Nov. 2 
Seasonal variations in market conditions Mar. 14 
Speculation in farm products Feb. 11-15 


BANKING CONDITIONS 


(See also Financial Situation) 
Guaranty of bank deposits unwise Dec. 12 
Inflation and depletion of deposits 
June 10; Oct. 




















































































































° Liquidation easing credit strain 
May 5; June 2-3; Aug.6; Dec. 3 
BANKS - 
Federal Land Barks Apr. 11-13 
Foreign Banks desirable in New York June 9 
Functions of Jan. 8-9; Oct. 7-8 





BOND MARKET 
(See each month) 


BUILDING SITUATION 
(See also Business Conditions) 
High costs retard construction 
Jan. 7; Apr. 2; June 2; Aug. 2 
Slight improvement in volume of 
construction July 2-3 


BUSINESS CONDITIONS 
(See each month) 

































































































































































CANCELLATIONS 
Evil effects of contract repudiation Jan. 15 
CLOTHING 
Manufacturing readjustments Feb. 6-8; May 2 
Strike by New York workers Aug. 
COAL 
Anthracite and bituminous production July 2 
British strike May 8-9; June 4-5 
Important factor in industrial costs Aug. 2 
CORN 
(See also Agriculture) 
Crop reports July 3; Aug. 3; Sept. 2 
Low price impairs farmer’s purchasing 
power Aug. 3; Nov. 1-2 
Price range over years Aug. 3 
COTTON 











(See also Agriculture) 
Acreage curtailed 
Jan. 10; Mar. 2; Apr. 3; July 3 
Crop smallest in many years 
Aug. 3-4; Sept. 2-3; Oct. 2 
Huge carry-over Jan. 9-10 


CREDIT 
(See Financial Situation) 

DISCOUNT RATES AND REDISCOUNTS 
(See Financial Situation) 


EUROPE 


America and Europe, an address by 

Mr. George E. Roberts before the Interna- 

tional Chamber of Commercein London Aug. 12-19 
Post-war conditions Jan.i-3; Mar.7-11; Nov. 3 
Progress of reconstruction Aug. 7-10 

























































































Month Page 
EXCHANGES 


(See Foreign Trade and Exchanges) 
EXPORTS 
(See Foreign Trade and Exchanges) 
FARMERS 
(See Agriculture) 
FEDERAL RESERVE BANKS 
(See also Financial Situation) 
Elasticity of reserves Sept. 3 
Management should be free from politics Aug. 6 
Service during liquidation period 
June 10-11; Oct. 7-8; Dec. 9 
FINANCIAL SITUATION 
(See also general headings each month) 
Bonds in increasing demand Dec. 11-12 
Credit situation easier 
June 2-3; July 11-12; Aug. 5-6; Oct. 6-7 
Cycle of inflation and collapse Mar. 6-7 
Foreign indebtedness to U. S. June 7; Aug. 17-18 
French experience with assignats teaches 


fallacy of fiat money Dec. 7-8 
Governmental expenses June 6-8 
Inflation in United States Dec. 8-10 
Interdependence of nations Aug. 12-19 
Investment market offers attractive 

interest yields July 15 
Loans to farmers Jan.7-8; Dec. 10 


Proceeds of foreign loans floated in U. S. June 8-9 
Public debt and U. S. government 

financing June 5-8 
Rates for demand and time loans Feb. 6; Dec. 3 
Reasons for scarcity of money June9-15; Nov. 4 
Requirements for European currency 

reform Dec. 6 
World indebtedness Nov. 10-11 
World paper currency and gold reserve Dec. 13 


FOODSTUFFS 


(See also Agriculture) 
Cheap at wholesale Mar. 2-3 
Effect of land ownership on production July 12-13 


FOREIGN TRADE AND EXCHANGES 
Continued depression . Apr. 4-5 
Depreciation of foreign currencies 
Feb. 6; July 10-11; Aug. 7; Dec. 4-8 
Desirability of freedom from governmental 
interference July 9-10 
Effect of loss of Russian Market Aug. 5 
Effect of German reparation payments 
Mar. 10-11; June 
Facilitation of export credits Aug. 7; Dec..10- uu 
Farm products exporting well Oct. 3 
International Chamber of Commerce Aug. 12 
Lower prices factor in trade reduction Oct. 9-13 
Post war trade relations Mar. 7-11; Aug. 12-19 


Tariff regulations Mar. 11-13; Oct. 8-9 

The ter Meulen plan Dec. 10-11 

Volume of trade Feb. 5-6; Oct. 9-13 
GERMANY 

Collapse of currency Dec. 4-5 


Industrial and economic conditions 
Aug. 9-10; Oct. 9 


Reparations 
Mar. 10-11; June 3-4; Aug. 8-10; Aug. 16-17 

GOLD 

Maintenance of gold standard June 14-15 

Peril of excessive importations May 5; Dec. 3-4 

Service as a medium of exchange Dec. 6 
HIGHWAYS 

Financing construction Apr. 14-15 
IMPORTS 


(See Foreign Trade and Exchanges) 





Month Page 
INDUSTRY 
(See also Business Conditions) 
Depression Jan. 2-5; Sept. 8-10; Oct. 3-6 
Distribution of income Nov. 10 
Heavy losses of corporations Mar.14-15; Sept. 1 
Restoration of equilibrium essential 
Jan. 4-5; Feb. 2-4; Mar. 4-6; May 3-4; 
June 4-5; Aug. 4-5; Aug. 13; Sept. 3-10; 
Oct. 3-6; Nov. 2-5; Dec. 
INTERNATIONAL RELATIONS 
Armament limitation conference 
Colombian Treaty 
- Effect of German reparations 
Mar. 10-11; June 3-4; Aug. 
Example of reconciliation 
National debts of the world 
Panama Canal tolls controversy July 8-9; Oct. 
Readjustments after the war Mar.7-11; Aug. 12-19 


LABOR 


(See also Industry and Wages) 
Evils of restricting labor’s output 
Leadership put to test 
Organizations should understand economic 

facts 
The right to strike 


LEATHER AND SHOES 


Industry suffers losses 
Shoemakers’ wages lowered 


LIVESTOCK 
(See also Business Conditions) 
Plan to protect the industry 
July 3-4; Aug. 10-11; Sept. 
LOANS 


(See Financial Situation) 


METAL INDUSTRIES 


(See also Business Conditions) 
Contraction of output Apr. 4; July 1-2; Aug. 1-2 
Iron and steel production drops to 20% 

of normal 
U. S. Steel Corporation cuts wages 


MONEY MARKET 
(See Financial Situation) 


NATIONAL CITY BANK OF NEW YORK 
Domestic branches Aug. : 19 


Election of Mr. Charles E. Mitchell as 
President 


NORTH DAKOTA POLITICS 
Fallacy of League’s theories demonstrated Apr. 5-11 


PANAMA CANAL 
Tolls controversy July 8-9; Oct. & 
Treaty settlement with Colombia 
May 14-15; July 7-8 
PRICES 


(See also Business Conditions, Agriculture 
and Industry) 
Decline 
Farm staples 2 
Jan. 10-13; Mar. 14; June 11-12; Sept. 4; Nov. 
Held up by inflated wages M 
Land as a factor 
Range of grain prices 
Stabilized by speculation 


PRODUCTION 


(See also Business Conditions, Agriculture 
and Industry) 
Common welfare requires it be unhampered 
May 9-14 
Comparison with normal Aug. 1; Oct. 1 
Curtailed by ill-advised agrarian systems July 12-13 


PROFITS 


Meat Packers earnings 
Stabilization 
Distribution 


Dec. 
May 14-15; July 


May 11-13 
Oct. “5-6 


Nov. 3-5 
May 9-10 


Sept. 
May 


Aug. 1-2 
Sept. 1 


June 


Jan. 3-4; Feb. 2-3; July 3; Dec. 


Feb. 8-9; Aug. 3 
Feb. 11-15 


Feb. 9 
Jan, 13-14 
Nov. 10 


Month Page 
RAILROADS 


Earnings 
Esch Cummins Act 
Evils of “make work” policy of unions 
May 12; Nov. 6 

Freight rates effect on business 

Mar. 3; July 4-5; Sept. 6-7; Oct. 3; Nov. 1-6; Dec. 2 
High operating costs Jan. 6; Mar. 4; Nov. 6-10 
Investors’ position May 6-8; July 6-7; Nov. 8-10 
Plan for funding debt to government Sept. 10-11 
Principles laid down by Labor Board May 5-6 
Problems of operation Oct. 18-15; Nov. 6-10 
Valuation of properties Nov. 7-8 
Wage controversy Nov. 1-10; Dec. 2 


SILVER 
Market fluctuations and effect of Pittman 
Act Mar. 13-14 
SOCIETY 


(See also Industry) 
Interdependence of all units 
Real advancement not served by class 
contentions May 9-14; July 18-14 
Unsettlement following war Aug. 12-14; Dec. 5 
SOUTH AMERICA 
Trade and exchange difficulties 


STEEL 
(See Metal Industries) 


STOCK MARKET 
Deflation Jan. 13 


SUGAR 
Supply, demand and prices 


TARIFFS 
(See Taxation) 


TAXATION 


Allowable deductions to cover losses Jan. 16 
Exemptions unjustifiable Apr. 12-13 
New Revenue Bill poor compromise Dec. 10 
Revised measures urged June 8 
Tariffs on imports Mar.11-13; Oct. 8-9 
Tax exempt securities effect on market Aug. 15 


TEXTILES 


(See also Business Conditions) 
Industry resumes moderate activity Sept. 1-2 
Wages and raw material costs out of 

proportion Apr. 3 


TRANSPORTATION 
(See Railroads) 


UNEMPLOYMENT 


(See also Industry and Labor) 
Forced by high wages 
Relief 


July 5-7; Nov. 6-10 
Nov. 8 


June 4-5 


July 11 


Jan. 14-15 


Nov. 3-4 
Jan. 6; Sept. 3-10 


WAGES 


(See also Industry and Labor) 
Comparison in England and America May 14 
Copper miners on pre-war basis Aug. 2 
Iron and steel workers accept reductions Sept. 1 
Lower levels reached June 1 
Necessity for readjustment 
Feb. 3-4; Apr. 2; Sept. 3-10 
Packing house employees accept reduction 
Apr. 1-2; Sept. 5-6 
Shoe workers accept reduction May 1 
Subject to economic law May 4; Dec. 2-3 


WHEAT 


(See also Agriculture) 
Competition of Canadian crop 
Crop reports 
Price range 


Sept. 
July 3; Aug. 3; Sept. 2; Oct. 
Feb. 


2 
2 
9 
































The Season for Travel — Plans for winter travel have begun to 
materialize. You, among others, have probably given much attention to 
your itinerary. Recreation and complete relief from the many irksome 
details of financing your trip will be had only when you adopt the most 
convenient and safest way to carry funds. 


[oe (Cun STRAY EE LE RS CHECK 
@enaTuRt oF OWNER 


O en 


THROUGH ITS BRANCHES AND CORRESPONDENTS THROUGHOUT TH 


- 

1 ) WILL PAY TO THE j 
(WHEN NOT NEGOTIATED 1% THE UNITED STATE: CHECK 1S TO BE CONVERTED ITO 
LOCAL CURRENCY AT THE CURRENT BUTING FOR BANNERS CHECES OF NEW YORK 


WHEN COUNTERSIGNED WITH THE SIGNATURE OF THE OWNER AS SHOWN ABOVE 


win 7c 
NC: B- Travelers Checks 


[A Universal Currency in Denominations of #10, $20, $50 and $100] 


HETHER traveling on land or sea, N-C-B- Travelers’ Checks 

are readily negotiable. They possess the advantages of cash, but 
none of its disadvantages; they bridge the hazards of loss and theft; 
and they confer upon the owner the benefits of an introduction to The 
National City Bank’s 77 branches in 22 foreign countries, and to the ex- 
ecutives of its thousands of correspondents at home and abroad. 


Letters of Credit 


{Embody Maximum of Convenience and Ease of Negotiation} 


Ko: those whose need for travel funds is likely to be somewhat ex- 
tens#®@\ Letters of Credit combine convenience and safety. They 
ar ble\and may be realized upon in every corner of the globe. 


THE NATIONAL City BANK OF NEw YorK 


f HEAD OFFICE §5 WALL STREET 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS MORE THAN $100,000,000 



































